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(3) The maximum cap is the weighted average of the rates for
routine services established by the department for the preceding
12 months for the category of long-term care facility, as adjusted
- by the inflation factor adopted by the department under 7 AAC
$3.6505.

() The department will express acute care hospital and speciaity
hspital rates as a percentage of charges and average rate per ad-
justed admission with anticipated medical assistance adnissions and
medical assistance adjusted admissions.

(1) The department will express long-term care {ucility and inter- .
mediate care facility for the mentally retarded rates as a per diem ‘ ‘5@
rate with anticipated medical assistance patient days and dollar
anount per day thal represents medical assistance patient-specitie
ancillaries,

(i) The department will determine a fair rate of payment for rural
health clinies based on actual allowable costs for each occasion of
cervice as determined by the medicare carrier under 42 CF.R.
052426 — 2429 for the rural health clinic’s fiscal year ending 12

somthe helore the prospective fiseal vear The actual allowable costs
21 he adjusted as follows: ‘

) Actual operating costs will be adjusted forward based on a
sompound rate of inflation as outlined in 7 AAC 45,633, The ancil-
Loies will be sepavately identified from the clinie visit rate.

2y The department will require revenue offsets, deseribed in
i) of this section, for determining a falr rate of payment for
coral heddth ehintes.

) The prospective pavment rate will not exeead the pavment

lnit set by the Health Care Financing Administration, (b De»

partment of Health and Euman Services, which is in effect 60 days

before the rural health clinie’s fiscal year begins.

(k) The departiment will express rural health clinic rates as a per-

- visit rate, with anticipated medical assistance visits and dollar

amount for each visit, that represents medical assistance patient-
pa specific ancillaries. é %

({) The department will determine a fair rate of payment for outpa-

tient surgical centers based on reasonable costs as determined under

S 42 C.F.R. 416.100 — 140.

§3 (m) The department will determine a fair rate of payment for a
3’; hospital outpatient laboratory service based on reasonable costs as
2%4. determined by the Medicare fee schedule

i (n) The department will express an outpatient surgical center rate
3 g as a four part per-procedure rate with antlcxpated Medical Assist-

5}

ance procedures.
(0) For assessments, reviews, and plans of care, the rate of a long-
term care facility calculated under (1) — (g) of this section is ad-
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Justed upward by an increment that is the sum of the facility’s medi-
cal assistance admissions during the base year multiplied by 3.91,
plus the average number of medical assistance patients in the facility
during the base vear multiplied by 2.73, then multiplied by the prod-
uct of 1.281 multiplied by the sum of the average registered nurse
wage rate in the anpropriate region phus half of the difference be-
tween that average registered nurse wage rate and the hiphest re-
ported registered nurse wage rate in that appropriate region; the
resulting product is then divided by the number of medical assist-
ance patient daysan the facility during the base year. If the base year
allowable costs rather than the approved vear rate are used in set-
tng tre factity’s prospective rate and all ov o poction of o feility's
base year used in setting that rate includes any time after October 1,
1990, the rate increment under this subsection is reduced by the per-
centage of the base vear by month, that ineludes any time atter Oc-
tober I, 1990, This subsection takes effect October 1, 1000,

) Iwn‘ & <:t>"111'1t<“""(}<1 patient assessment system, the rate of a

.
long-term eave factity calentated un
}

’

(Y — (o) of this section 1z

s the result of dividing 36,700
by the number of medical assistance patient days m the tacitity's
base vear If the fucility does not have a January through December
fiscal year, the number of medical assistance patient days in the
facility’s base year used in the caleulation under this subsection is
the product of total base year medical assistance patient days di-

1 . .
adjusteo upmwara

aninerement o

vided by 12 months, multiplied by the number of months remaining
in the fiscal year to accomplish payment of the $6,700 by the end of

the fiscal year in progress on January 1, 1991. The adjustment ap-
plies only to the fiscal year in progress on January 1, 1991. This
subsection takes effect January 1, 1991.

(q) For patient assessment system training, the rate calculated un-

der (a) — (g) of this section of a long-term cave facility not located in

Anchorage is adjusted upward by an increment that is the result of

dividing the sum of $285 and the August, 1990 round trip airfare
between Anchorage and the location of the respective long-term care
facility, as set out in this subsection, by the number of medical assist-
ance patient days in the facility’s base year. If the facility does not
have a January through December fiscal year, the number of medical
assistance patient days in the facility’s base year used in the calcula-
tion under this subsection is the product of total base year medical
assistance patient days divided by 12 months multiplied by the num-

ber of months remaining in the fiscal year to accomplish payment of

amounts described in this subsection by the end of the fiscal year ir.
progress on January 1, 1991. The adjustment applies only to the fis-
cal year in progress on January 1, 1991. The round trip airfares usec
in the calculation under this subsection are as follows:
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Cordova $130
Fairbanks £278
Homer 104
Juneau $429
Ketchikan $5406
Kodiak 3340
Kotzebue $522
Nome $522
Petershurg $508
Seward 3104
Soldotna $ 94
Valder $167
Wrangell $508

This subsection takes effect January 1, 1991,

(1) For quality assurance, the rate of a long-term care lacility cal-
culated under (a) — (g) of this section is adjusted upward by an in-
crement that is the product of the facility’s appropriate region’s
average registered nurse wage rate increased by 28.1 percent, multi-
plied by 965 that product is then divided by the number of medical
assistance patient days during the base year If the base year allow-
able costs rather than the approved year rate are used in setting the
fuetlity’s prospective rate and all or a portion of a {acility’s base year
asedin setting that rate includes any time after October 1, 1900, the
vate inerement under this subsection is reduced by the percentage of
be base vear, by month, that includes time after October 1, 1990

subsection takes effect October 1, 1990,

(2 For social services, the vate of a long-term care fucility culeu-
lated in (a) — (g) of this section is adjusted upward by an increment
that is the product of 5 multiplied by the number of admissions in the
facility’s base year, multiplied by a number that is the average social
worker wage rate in the appropriate region increased by 28.1 per-
cent, and divided by the number of medical assistance patient days
during the base year. If the base year allowable costs rather than the
approved year rate are used in setting the facility’s prospective rate
and all or a portion of a facility’s base year used in setting that rate
includes time after October 1, 1990, the rate increment under this
subsection is reduced by the percentage of the base year, by month,
that includes any time after October 1, 1990. This subsection takes
effect October 1, 1990.

(t) For patient’s rights, the rate of a long-term care facility calcu-
lated under (a) — (g) of this section is adjusted upward by an incre-
ment of $.05. If the base year allowable costs rather than the
approved year rate are used in setting the facility’s prospective rate
and all or a portion of a facility’s base year allowable costs used in

)
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setting that rate includes any time after October 1, 1990, the rate
increment under this subsection is reduced by the percentage of the
base year, by month, that includes any time after Octoher 1, 1990.
This subsection takes effect October 1, 1990.

(W) For admission agreements, the rate of a long-term care facil ty
caleulated under (1) — (g) of this section 18 :1djushe(l upwird by an
inecrement that is the product of $2,500 divided by the number of
medical assistance patient days in the facility's base year. If the

facility does not have a July through June fiscal vear, the number of

medical assistance patient days in the facility’s base year used in this
calculation is the product of total base vear medical assistance pa-

tiert days divided by 12 months, then multiplied by the nuinher of

months remaining in the fiscal vear, to accomplish pavment of the
amount deseribed in this subsection by the end of thv fiscal year in
gress on July 1, 1991, The ‘(hu\tmm‘ shall anplyv onlv to the tis-
vear in progress on July 1, 1991, (47 8950, Register 49; am

pro

cal 3 Gis

{37, Repister 102; am 5/8/8 S Register 106; am 61988 Reuister
65

T J O L =

106; am 11/1/88, Register 108; am 2/3/89, Regl s 32584
Register 109; am 671859, I{L;&tm' 110 o 21w, 116 am
S28/91, Register 1195 am 8/6°02, Register 123)

Authority:  AS 47.07.070 AS 47.07.150

7 AAC 43.686. ALLOWABLE REASONABLE OPERATING
COSTS. (a) The department will set prospective pavment rates at a
level sufficient to pay a fair rate for reasonable costs of a facility
attributable to state programs. The department will consider only
financial requirements that are consistent with efficient cost-effec-
tive management. The prospective payment rates will include oper-
ating costs that are directly related to the delivery of health cave
services. These costs include those incurred for patient services, ed-
ucation for accredited health-care-related programs and in-house
training, and research if research efforts are approved in advance by
the departinent. These costs will, in the department’s discretion, in-
clude

(1) wages, salaries, and employee benefits;

(2) purchased services;

(3) supplies;

(4) utilities;

(5) depreciation, rental, lease;

(6) taxes, excluding local, state, and federal income taxes;
{7) interest expense;

(8) maintenance; and

(9) minor remodeling.
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(b) Operating costs are the costs of providing health care services
that are necessary and reasonable and that are not excluded in this
snction or by the manual.

{c) In its budget, a facility must reduce operating costs by the
costs of activities other than health care services that generate reve-
nue or financial benefits to the facility. If a facility sells goods or
services to persons other than to patients, the amount of the reduc-
tion in allowable costs will be the actual costs of the item, service, ov
activity. In the absence of adequate documentation of costs, the
amount of the reduction in allowable costs will be the amount of reve-
nue received for an item, service, or activity. If financial benefits such
as purchase discounts, courtesy

v allowances, or rebates are received,
the amount of the reduction will be the amount of the discount or
rebate.

() Types of operating costs include the following:

(1) Standards attainment. Costs that a facility incurs in provid-
ing health care and in meeting state and federal standards for pro-
viding health care are allowable costs. Costs ave allowable only if
they are docimented. ovdinavy, and reluted to the provision of
nealth care services to authorized Medicald and Gereral Relief
Medical patients. Necessary and reasonable costs will, in the de-
partment’s discretion, include

(% meeting leensing amd certification standards:
1 meeting standards Yov providing patient care;

,
i t = 1
Ca ey e ,
o T AANC AT and

(O Tulfilline accounting and repording requirenents imposed
Dyperforming any padient assessment activity roquired by

the Department of Hewlth and Social Services.

(2) Abandoned planning projects. The costs of planning projects
that are abandoned are allowable costs if they are amortized over
not less than 60 consecutive months beginning with the month in
which the project is considered abandoned in accordance with gen-
erally accepted accounting principles.

(3) Startup and organization costs. Startup costs and organiza-
tion costs are allowable costs if they are amortized over not less
than 60 consecutive months beginning with the month in which the
first patient is admitted for care. Allowable organization costs in-
clude legal fees incurred in establishing the corporation or other
organization, and {ees paid to states for incorporation. They do not
include costs relating to goodwill or to the issuance and sale of
shares of capital stock or securities.

(4) Education and training costs. The following are allowable
education and training costs:

(A) reasonable costs of on-the-job and in-service training di-
rectly related to health care services;
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) (B) reasonable costs of nursing assistant training;
; (C) reasonable costs of training for volunteers, conducted by
: the health facility;

; (D) reasonable costs of health-related community service
‘ training programs for other non-emplovees.

(5) Research costs. Reasonable costs of vesearch directly related
to health care services ave allowable costs it they ave amortized
over not less than 60 consecutive months beginning with the month
in which the research is completed.

(6) Menagement fees. The costs of a facility’s home office that

\3 3 @ are reasonably attributable to the management of a facility are
" allowable costs for rhe factiity. A facility must file with its annual
budget any management agreement or change to a management
agreement with o irm or individual, other than an employee, that
: will manage the factlity during the period of the budpget. Reason-
able management fees paid to a firm ov individual who 1s not an
: emplovee of the facility or of the fucility’s home oftice are allow-
: able costs ir
(A the fees are pald aeeording
agement agreement that creates a principal/agent velationship
between the f{ucility and the manager, and sets out the items,
services, and activities to be provided by the manager;
(B) the facility documents the actual delivery of management
services;

0 the terms ol aowritteon man-

(C) the services do not duplicate management services other-
wise provided to the facility.
(7) Interest cost.

(A) Interest cost is allowable if the principal sum of the in-
debtedness is to be applied to a financial need of the facility and
is to be applied for a purpose related to patient care. If the prin-
cipal sum of an indebtedness is to be used for a business oppor-
tunity or for the purchase of goodwill, interest on the

PN ¢)§;~ay~‘.»»~ sl e B e S A A T T

+

A indebtedness is not an allowable cost.
; ) N (B) Interest cost is allowable if the rate of interest is not in
& iE % excess of the rate that a prudent borrower would pay in an
RS arm’s-length transaction at the time the indebtedness is in-

¥ curred. If the debt is secured by a parent entity of the facility,
’ the average interest rate percent on the parent’s total debt will
be allowed unless the debt is specific to the facility and docu-
mented on the home office cost report submitted to Medicare.

(C) Interest cost includes the amortization of bond discounts
and the costs related to the issuance of bonds. If a bond issue is
refinanced, the unamortized bond discount and those costs re-
lated to the old bond issue are allowable costs in the year in
which the refinancing takes place in accordance with generally
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accepted accounting principles. Discounts and costs of issuance
must be amortized over the period from the date of sale to the
date of maturity, or, if earlier, the date of retirement of the
bonds.

(1)) In computing allowable interest costs, interest income
from the investment or lending of unrestricted funds must be
deducted from allowable interest cost. Interest income from the
investiment or lending of restricted funds or funded depreciation
need not be deducted from allowable costs as long as the interest
generated from these funds accrues and is restricted to these
funds. Funds that are commingled will be considered unre-
stricted funds.

(I2) If incurred during the period of construction, loan arigina-
tion fees and interest costs related to construction of a factlity
must be capitalized and amortized in accordance with generally
accepted accounting principles.

(8) Rental and lease cost. Reasonable rent and lease costs under
arm’s-length operating leases are allowable costs.
(9 Depreciation.

{A) The following costs nuust be capitalized and not expensaed:

(1) expenses for equipment with a historical cost in excess of
$1,000 per unit and a useful life of more than one year after the
date of purchase;

(il) expenses for equipment with a historical cost of 51,000
or less per unit if the item was part of the initiad stock of the
facthty.

(D) Depreciation expense for depreciable assets required in
the regular course of providing patient care is an allowavie cost,
if it is

(1) identifiable and recorded in the facility’s accounting rec-
ords;

(il) computed using the depreciation base, lives, and
methods specified in this paragraph; and

(iil) recognized under Medicare principles as a depreciation
allowance on facilities leased for a nominal amount as identi-
fied in the U.S. Department of Health and Human Services,
Health Care Financing Administration, HCFA-Pub. 15-1, Pro-
vider Reimbursement Manual, Part 1, Section 112, dated De-
cember 1974.

(C) Depreciable assets include the following tangible assets if
owned by a facility:

(1) structures;

(ii) building fixed equipment;

(iii) land improvements;

(iv) assets held by the facility through a capital lease;
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(v) major movable equipment; and
(vl) minor equipment. )

(D) The historical cost to the health facility of acquiring the
asset in an arm’s-length transaction and of preparing it for use,
less amounts attributable to goodwill, is presumed to be the de-
preciation base. However, the departinent will, in its diseretion,
requirve a facility to establish the fair market value of the asset at
the time of the purchase by means of an appraisal. After the
appraisal is conducted, the depreciation base of the asset may
not exceed its fair market value less accumulated depreciation.

‘3 For long-term care facility acquisitions on or after October 1,
1085, the inevease in the depreciable hase is limited to one-half
of the percentage increase since the date of the seller’s acquisi-
tion, in the Dodge Construction Systems Cost for Nursing
Homes, or, one-half of the percentage increase in the Consumer
Price Index for All Urban Consumers (United States City Aver-
age), whichever is less. In addition:

(D If depreciable assets are acquired from a related organi-
mation, the facility’s depreciation base may not exceed the
base the related organization had or would have had if the
asset had been used for providing services to eligible state
program recipients from the date of purchase.

(ii) The depreciation base of a donated asset is calculated as
of the date of donation. The depreciation base of an asset re-
ceived through testate or intestate distribution other than a
donation is the fair market value at the date of death of the
testate or intestate. However, if a donation or distribution is
between related organizations, the depreciation base is the
lesser of the fair market value, or the depreciation base the
related organization had or would have had for the asset under
a contract with the division of medical assistance.

(E) In preparing its annual budget, a facility shall account for
_ depreciation by using useful lives for depreciable assets that are
@ no shorter than useful lives for similar assets in the 1983 edition
of “Estimated Useful Lives of Depreciable Hospital Assets,”

published by American Hospital Publishing, Inc.

(F) A facility shall measure the life of a depreciable asset from
the date of the most recent arm’s-length acquisition of the asset.

(G) A facility shall depreciate a building improvement over
the remaining useful life of the building or building improve-
ment, whichever is less, and must depreciate equipment over the
remaining useful life of the equipment or over the remaining
usefu] life of the building in which the equipment is located,

] whichever is less. If the remaining book value of the building is

¢ 9 419

fy

LA AR eal el CEAPT Raad R oy "t ail Mgk S CEE AT )

v

ST T RN

~—-—.«’wm*"nwvwr«'nm\wu{u&ﬁammxwmm<'w Foat hT A




less than the equipment expenditure, the remaining life of the
building must be evaluated for possible extension.

(H) A facility shall depreciate improvements to leased prop-
erty for which it is responsible under the terms of the lease over
the useful life of the improvement or the remaining term of the
lease and available options to renew the lease, whichever is less.

(1) A facility may change the estimate of an asset’s useful life
to a longer life for the purpose of depreciation.

(1) In preparing its annual budget as required by 7 AAC
43.679, and in accordance with the provisions of the manual, a
facility shall depreciate buildings, land improvements, and ‘
equipment, using the straight-line method. '

(IO 1 depreciable assets are permanently abandoned or dis-
posed of through sale, trade-in, scrapping, exchange, theft,
wrocking, or fire or other casualty, a facility may no longer de-
preciate the assets, and the assets are considered retired assets.

(LY A gain or loss on the retirement of an asset is the differ-
ence bebween the remaining undepreciated base of the asset and
any proceeds due from the retivement of the asset.

(3 L retired asset s replaced, a factlity shall deduct the
rain from the depreciation base of the replacement asset in its

|
: . s
T AAC 43.680 ALASKA ADMINISTRATIVE CODE 7 AAC 43.68b e\ l' % 7
%
|
|

annual budget or budeet amendment. The loss to the deprecia- )
tion base of the retirved asset, if any, may be added to the depre- Fozh

3 it
ciation base of the replacement asset if the fucility has made Q}_f_‘

reasonable effort to recover at least the undepreciated base of
the retired asset.
(111 Costs authorized by a ceruficate of need.

() Interest, depreciation, and other capital costs will not be
recognized on assets purchased after January 18, 1990 if a cer-
tificate of need was required and the facility did not secure one.
Recognition of interest, depreciation, and other capital costs for
which a certificate of need was required will be no greater than ,
the amounts described within the certificate of need application !
and other information the applicant provided as a basis for ap- : i ;
proval of the certificate of need. : é‘ %

(B) Prospective payment rates for facilities which are calcu-
lated and paid on a per diemrate basis will be no greater than
the per diem rates proposed within the certificate of need appli-
cation and other information the applicant provided as a basis
for approval of the certificate of need for a period of 24 months ‘.
following: :

(1) opening of the new or modified health care facility;

(2) alteration of the bed capacity; or

(3) the implementation date of a change in offered catego-
ries of health service or bed capacity.

;
{
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(C) In determining whether interest, depreciation, and other

& capital costs exceed those amounts approved under a certificate
L of need, and for determining the maximum prospective per diem
?’ rate approved under a certificate of need, the department will
: consicer

; (1) the terms of tssuance deseribing the nature and extent of
v the activities authorized by the certificate; and

3 (?) the facts and assertions presented by the tacility within
i the application and certificate of need review record, including
E"j purchase or contract prices, the rate of interest identified or
: assumed for any harrewed capital, lease costs, donations, de-
velopment costs, staffing and administration costs, and other
‘ information the fucility provided as a basis for approval of the
>

certificate of need.

7

(DY If o cervtifcate 1s issued, anthovizing only part of the activ-
ities proposed within a certificate of need application, the limita-

thisz paragraph,

(11) Limits on vperating costs vrovided by related organiza-
tions. Costs of services, facilities, and supplies furnished to a
facility by orgunizations related to the facility arve allowable costs
only to the extent that these costs do not exceed the lower of

(A) the documented costs of the services, facilities, or supplies
to the related organization; or

(B) the reasonable price of comparable services, facilities, or
supplies offered by a vendor not related to the facility.

(12) Related organization cost documentation. A facility shail
document the cost to a related organization for services, facilities,
or supplies furnished to the facility by the related organization.
The department will permit the cost to be included in the operat-
ing base of a prospective payment rate only if the cost to be in-
cluded is fully documented as prescribed in the manual.

(13) Pharmaceutical supplies and materials. Pharmaceutical
supplies and materials as defined in the manual for recipients who
are residents of a long-term care facility, or an intermediate care
facility for the mentally retarded, are reimbursed in accordance
with 7 AAC 43.255(b) and 7 AAC 43.312(a). These costs, with the
exception of the costs of nonprescription drugs dispensed as or-
dered by a physician, are excluded from facility prospective pay-
ment rates.

(e) OBRRA ’87-related nurse aide training and competency evalua-
tion incremental costs as described in 7 AAC 43.695 are excluded
from allowable operating costs. (Eff. 8/9/86, Register 99; am 7/20/88,

o
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